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PROBLEMS AND PROSPECTS 
IN COMMUNIST CHINA 


. To establish where Communist China now stands in its do- 
mantic situation and foreign policies, to entity the major prob- 
lems Hi faces, and te estimate probable developments over the 
next hwo years or 40 and, where poxsibla, further ahead, 


CONCLUSIONS 

A, Communist China's domestic situaton appears slightly im- 
proved from its tecent grisvyous state, To @ conslderabls extant 
this iiprovement reflects telatively moderate, pragniatic policies 
ee ee ae 
mune progret. With good lock and good management, the 
economy could within the next couple of years resume a rapid 
rate of growth approaching that of the Firat Five-Year Plan, 
thorugh it is Wkely to fall short of this, A critical queation over 
the mext five years will be whether the Chines Communist 
leadership will sustain @ pragmatic. cmitrse in the face of its. 
strong ideclogical compulsiona, Unsound dectrinairs -polictes, 
bad weather, and other wefavorable factors could combine to 
case coiplele economic stagnation, (Parts, 16, 1127) 

&. Though discontent will persist and could increase if the 
econniiic situation deteriorates, we do not believe that ditaidence 
will poag way Serkons Shvest to the regime in the next two years, 
(Para. 10) 


O. Communist China's economic difficulties and the drastic 
teduction of Soviet cooperation have lessened the relative altee- 


: theless, Peiping till has by far the strongest ‘Asian avy, and 
this is sufficient to support the as a relatively cautious foreign 




















policies Palping has actually been conducting or is Ukaly to cart 
duct daring the next two years, Ii will almost certainly not 
have a militarily significant nuclear weapone system until well 
beyond this period.’ (Paras, 103) ; 


D. Petping’y dispute with Moscow aprings from baste iasmen of 
. insompatible netlonal and party interests, and the Chinese Cam-~ 

tiieiste show no signa of relenting, Public polemics may be 
damped down on occasion, but we do not believe a fundamental 
reconciliation will ake ;lace, The Chinese will almogt cartainly 
aontiaue to attempt to expand thelr infiuence at Bovieh ox- 


panza in the underdeveloped countries and to turn Comumuniats 





throughout the world againet i jand his policies, A 
formal schisms could ccour at any time, although the chanres are 

_ teduced by each party's great ansloty to aveld the onus othaving 
split the world Communist movement, (Parad, 24-30) 

E, Communist China's foreign policy will probably continue 
generally along current lines, Peiping will remain passionately 
antidmerican and will atrive fo weaken the UG position, espe- 
alally in east Asia, but is unlikely lmowingly to asaume great 
yisks, China's militery force will probably not be used overtly 
amcept in defense of its own hondera ar to assert territorial claims 
against Indla, Subversion and covert support of loco vevolt- 
Hone will continue te be Peiping’y mode of operation in southeast 
Asis, and, to a neceasatily mare limited degree, elaewliere in Asia 

atid in sities and Latin America. (Paras 31-40) 








DISCUSSION 
j. THE ROAD TO TAG : 

1. ‘The altvation in Communist Chine is a litte better then if has 
pee during the past tec years, However, the effects of Madvised pol- 
iolea and the otmust total loss of Soviet support, ickeritied tye a loag: 
ayell of bad weather, have left.a Ching that ix far different trom the 
cna which, five years ayn, a0 axiberantiy undertook tu ties of the 
commie “leap forward" snd of sasertive Independence of Moscow, 

9, By t850, the Chinese Communist lenders bad eoneluded that tis. 
country's tate of econamle progress wee tisatisfactory, Despite ete 
pressive growl In the idustyial sector, Chbos's agriduitucal produc 
"Tirhls quedtion will be dimmed in deball in, NTH 132-09, “The Chinese Commmu- 
fist Advanced Weaporm Programm, EOE SEGRE) to be published eoct. 


2 ye 
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tion had nob inereassd suificentiy to feed a growlng population, repay 
the Sovlet crediia, flnanes current imports, anid provide capital fo rapid 
Industriel development, Chinn's leaders apparently concluded that they 
gould meet thelr ectminis piklema only by ao radival departure from 
Soviet techniques of scotomle development, Deciding to rely chiefly 
on manpower, thelr only readily ayaiiahte surpins yeaotres, they suddenly 
and gummariiy organized the peasants in mid-lGa inte htige supers 
eollactivescommines—tins were to regulate every phase af prodig. 
tive antivity dn the ruzal aveas, At the same time they ombarked on 
an aout, frenetie drive for indtsivial and apeloulturat development 
tinder tha banner of “the grést leap torwand," 

§. Thia sharp divergence from the Soviet model was part and parcel, 
Of & daveloping Sihadvlel dispute over a, beond aspectrurs, af riallitery, 
soonemic, diplomatiy, and ideclogleal questions, By midi9ae, the Chi 
nese leaders had apparently bewon eonwiticad Hint te USSR did nob 
intend to amtely Chinese desires respecting advanced weapons, indog. 
trlal development, and greet power status. ‘They Inlttated sharp new 
deparhinis nok only ft ecdnoinie development but in tillitary programs, 


fogicel assertiveness, Commute Chinese loaders hecume inerens ely 
orlital of Moscow's internalonal policies, ‘By the end of Lh0 tha USER 
had responded. ty withdrawing moat of ts technicians, Soviet dalvertes 
ware declining shatply, and the rit between Chink and the Soviet 
Union had heaome wide and deep, 

4. Comuitziist China hos pald a staggering price dor thax assertions 
af Chinsse. polition! and esonemda Independence and the desistang of 
ihe Tenders to force the vapid omerpence of @ gioak new Chines by rid 
tal means, - The new Chinese theories of development created ocommmte 
and psychological chaos, “The drastic reduction ot Soviek cooperation 
exillaslly incveased the regime’y difficulties, and led fo technical break. 
down and discrpaniaation in industry nnd drastic setback to Pelping's 
moder woepond programs By the end of 1062, the nation’s AMOR 
was geterely tio further slong than ib had been ab the od af 1967, 
The Chinese people have spent five strenneus, painful years on a trend. 
Tall, And whetens the mgime hed entered 1939 with a great reservoir 
of respect and popalar auipport, if new bus to cll upon & wen and 
disillusioned people te more the county forward. ‘ 

5, The past several months have shown signs of improvement, ‘The 
food situation cased somewhet in the summer of 1982, a9 a reault of 
bubher weather, agricultural decentralization, and an increnss in pelvate - 
Plots aud “free markets," There has been a cise in the production of 
agricultural supperk goods (eg, tools, pumps, and fortiiizery. These 
developments, and others auch ax the one-sided victory aver Indian 
forces on tha Hirnglayan bovdar, apponr to have improved popular meraje 
SOWHAS ath have probably reduced the dissidence potential. 




















4, Poiping's tenders have entered 1083 in a mocd-of seme confidence, 
Although they admit to having seb overambitious goals and committed, 
other errdsa, they avines no double abouk bie validity of Morvlem- 
TLentnisny or the eocreainess of thelr interpretatian of Th They place 
the muifor blame for past disasters upon cadre errora, unprecedentaily 
bad weather, and Soviet sanctions, They bellows that by surviving thea 
tilaig they have demonstrated the soundness of thelr regime, Comma 
nish Chita ca now teaover on its awn, they apparently bellows, and 
‘without the need ta vely on external ald trom an waaay 


“AL PROSPECTS 


A, Political 


t. "Tie lewlertiip elite of the Chinest Cotmmonish Party tes not sur 
“vived tha crise# of tha past five years unsoatiied, In late the BMinister 
of Defense and fia Are Forces Chief of Stall were removed from 
often od Clegracad. Se ee ee a. 
shoved quietly Inte nuniher of provincitl Firat Sea 
See aie Calas are omioils tans ih ek it Ah Thus 
lower levels of the peaty there hex baw a considerable increase in oyn- 
ictem and & notable logy of clan, 


B The cogime nevertheless remains under the control of essentially 
the sans BrOUp of Longdarch yotarane who have led Chingse comma 
fixes since the mldtGa's, han rt hpi ara 
tung, although ee ee lice leadership com 
genes. th ik uilikely that tha composition of tha leader group will be 
sertousiy altered ducing the next two years or ao, alliioagh the aotuariel 
odds wit be Incrensingly against this growp—aearly all of whem are 
in, thely 0's or T's, iT Has wo wil be ths ome shoul di, 
wold prolebly te aunteeded by Lin Beaociv'l, the presi Chairman 
re ising pene designated elt, but Lit would nok enjoy 
oh pene ee premdnence ver his oolleagies, 


fhe Chitews Communist regine will sludsi corlaloly continue 
ss edinaro ta {ts tien lxkind 2 Somaanteny und 46 veumda vay x0 
anh-Ue, The character and divection of its domestic policies over the 
next bao POSES ave, oewerer, lew ceriain. Beginning in 1000, Chinese 
iewders have telewed prissites and controls andl removed many of the 
ecordiva teuhures of the cotttaune and ‘ “gront leap forward” piugriang 
In the post few menthe ther have vai te intensity goliioal peessares 
andl controls sined at incteasing ential direation of the economy and 
tinting private notivities. This cecal tehavior rilees a question of 





; Roe exhant to ‘ivi they zany teverve creer the next few yuans fhe sare . 





iioglve and pragmatic ctarses whith have helped alleviaks the con- 
sequenced ¥ Patplng’s eaxciler er - 











' 10. Any slgutitionnt rise in pubite disaidence fn te near futare ty une 
likely, The Dulk of the people, anpuclally the fourdiittie who congtitube | 
ihe penaaniry, seem prepared to work stileaily for very modus, direct 
a battid taped wtb ire For the most part, Shey will prob 
y continue fatter fe coribat nov suipport the eginte, but will siziva 

to it, Tulging irom the limited available evidence, they ‘ail 
probably remedy more interested In persanal survival then in revolation, 
The regime will have aamewhat preter difienity with tha goung people, 
_ wha are embittered by ctatan$ drabtte restrictions in educational op- 

portunities and frustrated hy very lrited and arbitrarily asdgmed job 
epporhinitie, Dlssdense fendencles would inevemss if tha segine 
pushed polltleal and ecomcitio contreis too harshly ee ton fae oe if fead 
Supplies deaedased sharply, We doubt, however, that conditions will 
deterlotshe a6 tar ii the tear tube as to preditiiste widemals reslat 
ance, Tadpel ty uniikely ty tosaive decisive popular support for any 
eiliitery efforts short of a tiajor invasion which hed cetablshed snore 
tum. Dissiderntte among netlonal natnorities (eg. it Sinktang) will 
akenas certainly pexsisk bul remain localised, 








B Econcnie * 





‘omunariak Chins hea tie potential for substantial aconomie 
growth, Th-has good aupplles of rast of the natural resourwes needed 

modern tiduairy and it iss a huge and hard working Jehor force, 
The much gresker peodacllelty of Fapuiest and Taiwetiega fielda tn- 
tionbes that Chinese agrloultucal output could te. conalderably im 
creased, enka nage, ‘tite aconomy of the Chinese mainland 
could provide & eonkiomelly improving standard of Uving fie a norcker 
of years to cotte, in spite of a population growth rate that may again 
. tise to mer miueh ou 2.5 percent 4 yea, 

13. Dung ‘the past five years, however, Communist Chita’ 2 
has been griovmuly mismanaged. ‘The leadership tas bond hangisapont 
by inadequate scondmis training amd experience, United by a narrow 
dicing, aad misled by fanatickn, The Second FiveVeur Flan was 
abandoned in ite infenoy in favor ot the uncoordinated frenzy of the 
“leap forwerd.” In addition, ceveral consecutive years of very hed 
weethier and the abropt withdewwnd of Soviet eoommche and teckel 
cooperation further upset the economy, 


12. Following the chacs of the past dive years, Pelping has apparently 
desided to go ahead on schedule with « Thicd Flye-Year Plan, ta cover 
She years WGa-liG?, Bince the plan ta hardly heyowed bie peeliininary 
oti and even fhe unual plan for 1603 his appierently not been for 
mutated, the chief significance of ee the Third Plan at this 


“Ben detail, go Anne A, 
ssi 8 











time ls ao a signal that thie regime js, fer the momatit af least, inten} 
ipa vebutming fo a systematically planned economy, The one big 
deviation frm atendard Commenisi practice fs tae order of prioxiby 
for planting snd investment: fret, agriealture and these branches of 
heavy industry whieh aupport agrkvulture and natlonal deiense; tien, 
light tnduebry; and finally industry In general ‘This stress on syti- 
aulture marks 4 belated recognition that greater agriculiuval invest 
menk ta neswmary to eneble Cblag to feed its poomle and thet this ls 0 
Prorequisite to a vigorous and wipidly poewing heavy Industry, 


14, Tn any event, tke cobeoma of tie face balweer growth in agricul 


tural production and growth in popailation will he constantly in deabt. , 


in DN, population stood af dQ million above the 1007 level, wile grain 
‘production had no tore that regained the 1987 love, To svcceeil In 
agriculture aver a period of years, Paiping must nob only mininles the 
depresing atfecta of collectivization anid lowered incentives bub stimu- 





seartey, factor mag ll pre to be Pel iis ruapect 
tultural management hea demonstrated teat in Ghia, 63 eeeohere, 
to be a damper on produstivity, : 


18, ty industry there has heen a moddeal inprovement in performance. 
tn pesos Pande, ancobding tp tian aranky exitasiey mvaaite pa 
pont strast on quality enuknols, cciedination among industries, and 


gearing of oulput to aslual needs ‘will, if contizraed, Peay olake ins , 


dustry on & sounder, more rational basa. The need for goods to Liga 
‘vide incentives for Inber and items for export bas Induced Pelping bo 
give lighk industey itp aver _— ranches at heavy indesieg thub 
do nob dicey supped 
fa? 2. large inbrense rea in, Mght industria’ eer is sob so nich new 
fovestzeant an reactivation, of pretiendy idle capacity; thik, in bon, de 
gends on increteel suppliea of raw materials fron ageiont aire. 


16, The margin between success and falhane will remain ao allm, and 





the vevinhle: 90 great, that any eatimate of Communist China's overall - 
eccmoniis fituve most be gineral and tentative. Tf the tegitte continues | 


bo pursue relatively moderate and rations polleles and if it bad reas 
ably goad tock wi ihe Weather, the Communist Chinese should enjoy 
eontinded, though modest, recovery during ‘the pest pear or so. This 
wil result largely from, returning ide capecliy to production, and tt 
will probably be accompanied by inprovement of product quality, more 

effective coordination of ie allocation af resources, and batter malnte 
nenet and repels of equipment. Over She longer rin, i inponderabies 
inane, tid 2 ci miia acre well within the Tamils 








datenta, What is needed - 








af possiblity, We belleve thet the upper limit of what Peiping con 
achlevd over the next five years, with the varishles goreently favorite, 
is # resumption of substantial economle growth approaching tas of the 
First Five-Year Pian, 

iY. Of the vatlables which, unlike the weather, are subject to Pelpine’s 
contral, the one with probably is of critical importance be the economy 
ig national economic gollay. Tha present order of esonomla priorities 
and the tne of material incentives to stimulate production. run ageingt 
the grain of Pelping's doctring, Beth the abrong Chinese craving for 
“modernity and the dovtrineire Communist compulsion toward rapid 
soon 88 the Comitinist Chittess leader judge the agricultural tounda- 
ton to be adequate, they will altiost corfainiy stitt ther enmphaais 
be industrial expansion, atid they may do ad promatarely. Moreover, 
 fenew a program of general development entailing large capital 
expendifures would require relmypoedtion of stringent controls orir care 
simptlos, distribution, and procurement of agrioultural output, The 
teglatn mmiky nob be anecessiul In inereasing itz teks tram the hard- 
Pivetnd countryside, and, even if it is, the substitution of political preg- 
aurea tox economde Incentives could again depress agricultural outoat 
amd stimulate dissension againet the regkne, With this in mind, ta- 


* gd ehowagth of the repivae. 


C. Military * 

18, The modernisation of the armed forces, whith was progressing 
steadily until about 1600, hed practically ended, excent for the cenlinusd 
introduction. of radar aud certain other electronic equipment, Wo ad- 
‘vanred gltgratt, submarine tompanints, or other items of advanced 
eyulptient have been received from the USER in the past ve and one 
halt years, domestic production of fighter aireratk mad submarines hes 
coaeed, and Inventories are belng veducedt by deterloration, and cannibal 
Ration, During the depthe of the domestic decline, the military forces 
aufered shortages of even routine Items of supply, bub tits condition 
hate Apparently beat alleviated th the past your. Th general, the army 
hes. bet ese affected thug: the other serveeg, : ian 

it. Pelplag almost certaiuly intends to achieve domestic production 
of ail necessary Weapons and materiel for lis armed forces. Tk hag a 

* Anus 2 aeke for, Order of Buttle Spurs fur Chine Cootnonist alt, naval, 


_siatt 7 














jong way io go before waching thls goal, however, The Chinese. at 
present are probably unable te produce event $c} extlirehy by them 
getves, and it will bs & murber of years before they can deen and 
produce mere advanced types of railitary aiverafh, Tedeud they tey 
have chosen Instead to coneantrate thelr limited resqurees om milzalles, 
Thelr wholly domestic naval shipbuilding capacity is Ukely to ha re- 
steloted to surface shige of the amuller Qype diuing tie next few yerrs, 


&). Gur knowledge of the morale of the Chiness Cormiunist forces 
ie minimal, From, Ohiness documents we know thal morale waa low 
during the depth of the food dhortuges Gate 1940, early 3800) whew Ete 
troops were Underied and overworked and were distresaed by tne even. 

arester suffering of thelr familics. Measures taken ta ease fhe situation 
of the troops and to provide special rations to thelr families appeared to 
improwe morale beginning tn the isthe halt of 1gal, The Chinese trosps 
fa tha vevent Sinotadisn border fighting displayed no indication of 
weor morte, Air farce and navy unite have not been Simitaily tested, 
lunrever, und the desredaing atfectivencss of thelr equiproent, along with, 
the inadequacy of ineining Heri Boe Se apatite 
. parts, may have lowered neonate 


a1. Additionally, Lace it AE 
wheve te military poliay of the party was apparently challengud, How. 
wren, Hamniseal of Dalene Minister Pang Te-hital and the strertgthening 
ot scuty meee eta the are forces appears hat noued 
stieerviones to the party, 


22. Peiping's military policy has always hewn cheractorleed by caution 
in wadertaking initiatives in the face of superior power, Hente the 
dentine im the relabive elfentivermes of ite military eqolprent and weapons 
[y Ukely further to temper Peiping'’s polly, eapechily in ciecumetences 
‘where ib ight eonfecet US aemed power or Ui-equipped Jistan ale forces, 
However, the Chinese Communist Airey will combine bo be the seonpest 
{n Agia and to provide & powerful hacking for Chinese Commouniat foreign 
pélley. ‘The Gine-Soclet dizgute will probably place additional dernanda 
on Chines milikary dispositions and expabliities, sines ane of tha aon 
sequences of Chinas new "hulependenee” from the USSR will be the 
need to keen a cleser watch than previously on the long Chine-Russia 
border which the Chiness stil ennsider a “dinealt* and eat “unsettled” 
quetion. 


a3. Adgurtecd Weapons! Polping appears determined to achlew a 
cutelear and ballistic tntssite capability, and in time 16 will almost eax. 
tainty do so, though tt isnot kaly to acquire a militarily significant ays- 
tem until well beyond tte period of this estimate. In the shorter, term, 


"T'Thhia subjech wil bo treated fully 4a the fortheaag MEE 12-40%, “Communist 
China's Advanced Weapena Frogeaiti,” ai 














the Chinese Commutiita probably hope to proces and detonate w nu 


lear device ave step toward develop me this capaadiliy and in, the ax 
pectaiion that thls would boast inerale at hone, shrengthun the rapiee's 
clio te world power status, and inspire fear in dis Aglhin neighbors, For 
sorue bine to come, even a timited oifert in the nuclear and mlulie fields 
wil saverely tax the reghne’s economie and tachtilea! resources. 

&, Sine-fewiel Ratotions 

24, We belleve thet Pelping’s contlined iilingmess to ohallemze Miss 
cow's leadernip int epite of the costs and risks Invalved i based prin 
clpally on the followlag elements: 

@ A conviction that Moscow's puligies an4 intwleet to Communitat 
Ching’s mattoal ioterests, amd in pexticular that Rossow weshes to 
retard ox prevent Commoniat Ching’s developniant as a leading weetd 
power. The Chingie Commmaniet leaders we Nowaw's nviliingness 
to confront the US as invotving the postponement of suet national goals 
. &¢ the selaire of Tatwan. Thess differenasd axe compounded by the 

xénophebis emotions inkerent in the Chinesa reclal, natlonelisite, and 

&. A determination that Pelging must be accepted ag an equal partner 
int the fortamlaton of Bleo policies, ; 

Gd. conviction that tossow is becoming incresaing!y revistonish and 
bourgeals, abandonitig lassie revoluttonary gona and dexroyiag the 
Heulany outrage af what thay intepteh weavers Cases Bae 
owlarly outraged at what they interpret as atten S tatapories with - 
the US arch-onemy, : ; 

d. A conviction that in the present historical tage the vietory af 
communion will be wo chisiy in the underdeveloped arcay of the 
watld, id thet the militant “path of Mao Tee-tung* provides the hast 
blueprint for the striggle in thes areas, 

& A convlotion that Moscow's “revistondst” polleies are unacceptahia 
' significant elements in other Communist parties (partiodlarly those 
parties cut of power). and even in, the Soviel Party ivelt. ‘The Tachor, 
together with rvetiventss in many parties ty Soviet dontination, prot. 
ably nurtures the conviction of tut Chinese Commute: leaders that 
they will Inevitsluy prevail, ; 

46, The premont Sino-Goviet zeletlonship can be characterleed as one: 
ol de facta break. Ths two togimes have long been at odds on a wide 
range of issues, Party and state contachs bebaest, them are Hiinienal, 
They are engaged in competitive proselytizing within the world Gom- 
Mminish Inroment, During the past year, Bilemicy have Bacoma in. 
ervasingly bitter and eoplicit, Thera are even some tetinetions ef grave 
ing tensions along the Chinese-Eiuasian borders, - 












26, Mevertheless, hob parties have toon at patos o avald a feemal 
break? Bach continecs te peescis the ually of the Conraunle} move- 
ment ‘Theis ih part a device to throw on the other the blames for the 
diemnity now epparent; both parties wish to avold 4 sittulion which 
might Involré a formal remunoelation of the allance and to avoid the 
orvas fox having Iocesd such a break ff tt dees In fevt ensue, Chey share 
f7oahaal come for the advantages that a formal break would give 
thelt ¢enimon enemies, wud for the dantige It would de the workd Com 
avuiist movement, Additlonsily thay wish, In view of thelr long commean 
border, to keep some dirilts on hostillty. Hoth sides prebabiy hope so 
eventually, perhaps atter the departure of the rival leadersiip, thi 
_— mi gee cease and tdke bhe erlilesl comeemions neceasaty ta = 
Abors wnlty. 


47. Glinteral Slno-Soviet disnvssiona of aifferences may take piece in 
the temtediate future, bat in ang dilseoesions that tramepire the Chinese 
are likely ta be traculent and nasertive, ‘Meseaw will endeavar te bem 

rg dnd amid a dramatic and adverse denouement of the dine-forvlat 
conéiiet, uk will tetl obliged by react fereefully if puahed avd enough. 
Thus # formed break (s possible. Tt ls alsa possible thet al amy the 
negokiationa may result in a temporary damping down of the pubile 
aspeets of the dlspate, but the fomdamentul domes will pecist. ino 
Soviet relatlons will continue to be plagued with tensions that will lead 
i continuing eatrangement and hart correspondingly advarge effects 
for Bios and inbemmetionwal Commanniet wolte, 


28. ‘The practical effects of the dispate on Communist Chista wilt con 
thes tobe secioos, Ching’s industrial plant and milltary establishment 
wit continue to oufter from Jack of Goviel cooperation. Petroleum 
predudh now make wp about halt of China's imports from the USSR, 
and & fucker mibback here, especlaliy in aviation Iuel and high quality 
lukvicanta, would for a tine aertonaly vediice Peiping’s millitaxy capa 








bilies, A cutatt iba parts tor Soviet equiprnent would alee hemdi- 





clip Dott xe indusizial progress, New foreign and dotraatle 
sour of mipply eould, ha f, prokebly be kets in some cages 
falely raplily, 


Rome raome contusion, fea surrounded aaaeenants ot the ‘ino-eneten ‘hreak? and 
of tte sensequances, Thin paper pesky 46 nuke the tg debi 

1, Bren aittadly axdebe in, Moe -Peiping rolatlect t 
sttem a2 lana (bey Hila we call w de focte brook inasagrapt 

4, Most dienuglons af whether a¢ ab a Bind-Bayles rent will acct have bem 
dlesuted, in cur slew, to whab abiuld be cmled a ferital broek, Snch ui format 
break sould inke many fore tyilie the Borlst-Yugusiay ditnation of Le, 
thera be, tochralentliy, no Inbertis Heil Cunmenieh body Trem. whith 4 expel tha 
GCP, ce the ORE, ‘There eculd, however, be 2 soverines of party pelatlons, & 







formal and speckle denunciation (potalbly emanating Irom sepatabe beter. 
coal Chums 


Mog 
tt pieiiecmoest, ny any elromstineen In which af lenst ane oF 
the protagonists shles oMiclally that a fa formal Briak acta axigta,, 
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29, Continuing csirangemant will eluscat certalely caus Khewshichey 





Teaalty embarrassment within the CEU, and also tead be ciore com 
pelltton for sdhérenta sid influence throughout the world Communist 
movement, with Ching tending ineteasingly to nesert ited? ag @ rived 
onthe of truth, autherity, and example, Petping alrendy appears to 
have digplaced Sovlet influence in North Kare, North Vietnam, ‘wilt 
continue to alternpt to proat trom tie “noulbralism,” bat tb appears to be 
dfting toward Feiping. In Cub, tb is ikely that the Chines posture 
encoursges Castro to rejack Sowlel advlte which conflicts vith his own 
qrediiections, Peiping will preau its campaign ta win ever tha Jeftist 
miltants throughout non-Commvunist.Asis, Africa, and Lathe Amerie, 
Lining wp the ad hee support of parties white it can und sethling for 
Splinter fuchions elvewhere, ag, Braall, Parther Chine gains are probe 
able its tur Japanese and Indonesian Communist parties, at the pxpense 
nos only of proGoelet facttone tub of Soviet bterests ond indies in 
tivide countries. We definitely da not expect the balance in the world 
Commiunias movement to shite to Palping in the next too ‘yRers—~o1, 

$0. Peiping may attract enough adherents In the unierdeveloped 
areas Of the world to cause the Govista to adept a somewhat more 
miitibert public pasture ia these areas, in an effort ta euthid the Chinese 


Tor the suippect af selenked revelutionary movements and to prove Ehem-= 


selves brut Marxist-Lentnigia, Howaver, the USSRs actions in the Per 
Haat (as elsewhere} Will almost certainiy continue to. spring 


trom considerations of Soviet security and inferests, nat tha statis of 


relations with Pelping. Tadacd, even if there were a formal Sno-Gasiet 
break, the USSR would oimoct certainly intoryens in any Ue-Chinesw 
hostitities whirh tiineataned tt establish a. hon-Dommmist regime by 
China slong the UESR's borders, : 


E. Foreign Affairs ae : 
SL Pelping is ongaged in 4 struggle with Moscow for infiterice in the 





. Communist Parties of the woidardemaper nations of Asin, Jdrics, gad 


Latin Ametica, ‘The Chinese Communists believe thet they are uniquely 
fitted to lead this mafor-pertion of the wendd’s proples Inte commen, 
ecnuse of Lhole own experiance, thelr correct interpretation at Marxiam- 


Lealolam, and tele states ae a nom vhite, non-Hucopednh people who 


have been victims of inperiniism. According to Pelping’s reasoning, 
‘what thess nations are brought into the “Secialist camp," the Western 
capitalists, deprived df thelr captive markets, will be wneble to retain: 

a2, Peiping rcognines that this ts a long-term objecting ‘@tich at prese 
wnt Ui lagks the copabliliy te tdag about, 16 can Provide very Bitle inn 
terial ald to Communist revolutions except in: comntcies om which i 
borders, e.g, Lag. Thus a tmited and somexhat opportundatic poliey 


& ; 


ip ilewed, with thm alm of teducing the 08 and Wester preencea ip 


Agia ancl (with Jegser priority) the rest af the underdeveloped world. 


35. Feiping’s foreign policy chjeatives can be roughly distinguished 
by the armour of risk the regime is prepared to take to carry them out. 
The obvious ftest rane objective le tha preservation af the regime ard the 
protection of ite existing boundaries. For these puxposee Peiping is 
willing to go to war, almdab regardless of the odds, Uf US or SHAT 
tronpe approached its borders fheough Laos or North Vietnam, Pelping 
woutd almost aeciainky he rendy io commelt tte forces openiy, unless fa 
the partioulae slrttinutances lt saw greater advantage in more aoverk 

eperations. The acquitition of ‘Tedwatt Indie in the seeond rank 


of abjestives.thivse for which Pelping Ja fully prepared fo ase avert: 


military forces, tot only when the treapects of succese ate fudged to be 
high. ‘Yo achieve fois goal, Pelping ds prepared to rim fewer rite fed 
is ech arty anxious to avoid dimet eonfiich with the U8, Pelping 

= heel port A will not attemp bo selue by miilitury foree alther Talwar 
or ay ok tes eae eas eee ea Sere fae U8 would help 
Tatpel to defend. 


3k, Foie boners ange ange geal of steading nme 
thovughout the undendevel probably not prapared 





derdeveloped world, Peiping ts 
ese hd any substantial giak, alkhough ft mush be noted that Patping. 


bends to cstimeate the risks involved in aupparting “wera of national 
Vitwrntion® much lower than dies Mineeow, Pelplng apparantly does 
sob Intend te urmtertaks aout conquests of foreign lands in the name of 
communism, but Intends te tet bidigenous revolublonarles do the fight- 
ing and the “Wiberating.” Pelping ts prepared to train foreign aitomals 
in guerrilla and polities! warface, and will buck revolutionary move 
ments bo the extent of ds Hinited capabilities with equipment, funds, 
propaganda, and support in Inbernatlonal affairs, 


"a8, Pelping’s approadt: to wotld alfedes is aieongly inilueneed ty Chi- 
nie netlonelism. Chinese 





hinese nationaliste ieelings have been an aaseh fo 


ier repitoe domentonlly and have shaped certain courses of foreign polley 
guite apart from, and sometioes contrary to, tie inferesta af eon 
nite, The Alrueledlan confoontelion in fie Himalayas iso case it 
pulak. ‘Bere, Chinese matlonial interesia and, mathrabions took peecedinee 
der the inbereste of the Indlan Cormniuniss Party. 


$8, During the neal two years, Pelping will remain setive In south 
ash Avie, In Loca, Helping will continie to encourage and ahi Moth 





Vietnamese: anid Pathet Lao efforts to dominate the country. Thore ie 


already a Communiah Chiness provenod in the country, end the nucleus 
of a Chirezebullt road network fe deelgned to imerane Gey to tatolend 
Ching, Vheas rede enittd leo faclliiata he rooverment of Chiriese 
troops If ax eruption of fighting fn Laos were ta bring US or SEATO 
forces inte the area. Peiping will encotrage Bad support eubverave 


(ie 








y 


sotivitles in Thallind, and will presi toy > explolt racial and otha 
tensiong in the ammerging Federation of Malaysle. In seue parts of 
soulusst Asia, the avecstad Chinees provide an instrument for Peiping, 
bait Chey are bil gy Ne in tha heat countries eal in many areas appear 
to be len responaivs than formerly io Polping. Pafping’y long-range 
Foals cimost cerbainiy ariesge the ne Gaining nt dominant inane over 
the ared and the exploitation of ite econcmle riches, 


a%. Communist China's golleles beward tte two pretest Asten nelgh- 
bord, India aud Japan, ara Hkely to continue along approximately the 
perewanih Hrtes throngls the wext two years oe ac, The Chines Conn | 
tak leaders wrote off Mehra some thea age as a bourgeols nablonalist 
whose usafitlness iy them, has quased and who thesefoce need ne longer 
be courted. They mow are abmlng to diminish India’: stature a om 
albamative model of development and to ondernine ite stabs aaa lode 
of Bex sienaligmed and Atro-~Asion bles, They almosh certainty heave 
a6 intention of invading India beyotl Chiteeeclalmed territory during 
‘ie next inva years, thoagh they will mapoid vigoweislye to angihtng 
they constdar 8 provecation. In any case they will carry on @ conting- 
tiga coal pene shinpalgn against apbern Tidten leader, In the cease af 

Japan, Peping will simulbinseudly eteive £6 gain domiiaet teen En 
the Japanese Communiat Party; nude the Socialists and other leftists 
supp, by denging te ‘promperin bere Sisks wpe the fapeaaee 
er praxped 3 BEO fapanise 

public with propagantia and pemple-bopeopis diplomacy; end demand 
renognition from the existing Jape Goyeramenk 

28, Commands Chita will contne-ts axark consideruile intlnenee. in. 
Asis, aboot vegrndiesa of dovelogenta in iis -domestle and forsign 
‘poitsies, The depresed conditions of Wile in China have somewhat ta 
wished, the ioage of Ching held widely i Asin, However, thls effect will 
probably prove short-lived, especlaliy if maniniend Uhing vegales some 
of its formar eeonomie mamentom, Nore Important, fear of Commu 
nist Ching will almesh sertslaly ecutinwe and may grow. Even now, 
fe polities of deverdl Adi counties, especlaiy Buriia ood Cambodia, 
are tondlilonad in important messice ig devine not to peowoke Pulping. 


a9. Bear will dso ba inerized by detonation of Communist China's 
fest oncleer device, though the peyeliogiesl impact wilt not be a8 great 
ae would have been the case eed tae Oliness detonation come suddenly 
ppl Familie pore THitelly wf ledsh, most Avian governments will make 
how and most tartest Inquiry Inte US intentions for the defense of vast 
‘Asis end the wesban Bacitie, : 


30, Patgings intense antivmerisaniam fg doepiy eieted bath in, Cor 
pounded dodbrine and in militant Chintsenedenasllem, This abtifide will 
almiot} cartainir pereish as Jong as the present groap of leaders rome|lis . 
in control, and there is no rosann to entlelpate & softening by thee geo 


a 





ie secs stents eg oA mene ae 





cesanes, Faring rematied pier foward the Wesk even it the 
etoter of 1081-196, when the reginu's fortaned were in many woe ab 
Shebr loweat eb end 16 hed fears for ts own, hyd ‘The teghne might 
wnsike miner concessions for expedtendy, but in the fovsseentle fubaes Ub 
will almost certainly not abandon its ‘baste anthamnerioan abtinde. 
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ANNEX A. 





i. ECONOMIC PERFORMANCE IN 1962 


i, Tn 1088, fhe moderate cconamle pollles adopted in tise vwiicine of 
IGK-Ie were continued, Private activity in agriculiues and ie rove 
‘trade was still permitted, Major industrial goss included the expansion 
ot production to support agriculture and the expanaion af output in 
lghb industry, hendlerafts, and the mining and thaber industries, Eim- 
phasis was placed on Improvenient af quality, on cot reduction, on ine 
areases in outpal per worker, and on batter cara of equipment. : 


a. The conisnlqee lesued after the 1th, Fleoum of the bi Party 
Congress, which mab secretly in Peiging on 24-27 September 16%, sug. 
gecle Liat the retrenchinent and comeoldation prevailing in 1661 amd 
ga be eins oes Oe ee ee at ee ee 
re id rs onoatiaggamte eifatra is comeidersd, 

sbabdiae rusturess ax a oundltion Sur a-zsoye orgeetiedl Gore 
bajar te To these ants, the parky apiuaes to have déeclded vg ba 
ritalin meant amphases on more conservative policies: for 
industry, policies which are simitay to those that prevelied! ke Ighy (b} 
org epeetae tary eli in Mh tis pardon gr j 
(eo) bo permit no further retreat in cotlectiviention of ageiealtare, anc 
fs oudlare tone private “nepitalist* tendencies in the countryside, 


a. Reonomis information, eitier offalaliy released oc ladepodently 
acquited, enntinaes to be. extremely fragmentary, Official elaine note 
advances in some areas of production in 10d; mtuges, diplomatia, and 
traveler reports indicate impreverient in the supply af aime foods and 
other consumer gocda; and weather dats suggest wightly better growing 
somiitions duriag the year tor the countey saa thole. ‘These bite and 
tienes, tones ee seine more optiinishis outlook dince September, - 
Big geKt me petit in an extremely diticul situation, yen; 
with feat i 1982, serious problema still remain i ewety male 
Ss economy that probably ia no more productive than {i was 
dn TOY, 


A. Agriculione 
& A alight ineresss Jn production of grain appears to hers cocurred 


in 1908," but from 1980 and 1861 jevela whiten wera abt wally iow, ‘ Prd. 
duction of grain in 1962 fs ectimated to have been on the genenal order 


"Oat tkials of Gated ee Waesd ORaly <a Sect dale aithough the 











prubabiity ot somewhat laveer worenge of fe] erate, creme and slightly imoressed — - 


sippliee at chemieat ferlilise: ala have bee taken tote considerathon, 


is * 18 





@i the 186 million metele fone Harvested in 1987, when the population 
wis about 10 percent emailer. The wrerepe dist in the HWM 988 con 
sumption year has probably improved above that of the previews enti 
sumption year, largely ag the result of increased production on private 
Pints, The food situation reniaind sirlngent, bet no longer desparate, 


§, The expected level of grain Imports by China in fhe 1962-1003 cone . 
suniplion year (July-June} suggests that domestic production and stocks - 


are far from contiortable. Contracts have already bean sled for de- 

Tyery of about 2,8 sclition mattis tons of grein during the Arsh six manths 
at 1sttatout the amcunt imported during tha seu period of 182, 
‘We estimate that five million tons of grain will be imported during the 
1OG2-1808 consumption year, This is a million tone fess than in ite 
previous year but still smeunts to about four percent of total feed grain 
pope a éeniperlon, Chine exported ahonb une million torus 


8. ins wibuage aeied tiecuicn te i842 was aboub half that planted 
fn 1957, and the output wad conteependingly only about belt the Li mil 
Hon tons produced tn 1867. 


8, ladusiry 


7. Tn 1082, the Chinese Communlats seem to have achieved moderate 
suocees in indastry. ge eb with 1902, hare appear to have been 
increases in fhe outpat of goteeliy goods meen, we chetilesl fortiliear, 

some fan huplenients, und meny i gare inttustriat até handl- 
ewatt preducta, Ouipuk per employnl worker prolubiy increased some 
what, ulthough in large part this resulted trom laying od oxcess. Ishor 
and tiseretey adding to the problem of unemployment Teetinical and 
iniinages at permed ween aerorded eréuter prestige and reaponglhdlity. 
Problems of quality, cout, and malatenanoe of i waned sone 
what, but allt persist as dbstacieg to industrial efforts, 





& The available evidence, which is fragmtntary, suggests that totel 


industrial production tn 1962 was aboot equal te that af L857, or roughly 
half the 1980-1680 peak. Production af ageleulfurs | chewicals, 
form equipment end tools, and a mumber of ght ‘industrial produats 
whe sonieidernbiy nbove fhe level of 1987, bul praduetlon of the machine 
balding and textile Industries waa below that of 105%. Protluection af 
sama onaasiiilts howir nua have baer at raaghly the level of 190. 


®, ‘Shorbages at food for industrial workers, the lneuilisient eungly of 
guccineal iw siateriah, and te regime's shift be priotiites in fanny of 
aprioutiard uteount for only part of the difficulties in industry, . Te, aabdll- 
Paeenpaaichey cector has been severely damaged by the excesne of 
the “wap forward," which produced neglect and abuse of equipment, 
shoday aonstrestion, and wasteful imbalances in the capacity of inter 
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dependent enterprises and industetes, Gootiy compounding 
problems was the withdrawal of Soviet tevhedelang, ths drop fa Bind 
Sovlet trade, and the drying wp of opportunities for stedy in the USSR 
and Buster Hurope. The sumutinlive effect af these handicaps hes 
been serious, 


tO. Many industeial plate are prediaing far Below cajiscity, The 
reason for this situation bn light Industry t4 clear: the inability to obtain 
thw reoctgary raw materials from agriculture, The oxplanation for 
idle enpacity in heavy industry ie mors complex, Gonie heavy industrial 
Pionts—for example, divtratt, shipbuilding, truck, and chemilenl fertiliser 
plants—one onnivelig below capacity bechuie ad the lack of 7 parla, 
key components, raw materials, or fachnteal expertise, These defi 
eulat in the plants themadives or in industries sugslying compentents and 





mes omdavlite, it: addition, the drastle cubluel: in the inveghnent pro- 


pram wind ihe aharp decline in industrial ontgut has lessened the reed 
dor bale Heavy industria’ thems such. as steel, slertric power, construc- 
tion materials, and come types of machinery, tn the industries support 
ing agriculture, howerr, expecially the chemleal iedustey, additional 
plant ond matagerlal-techaical porsoninel are sorely needed, 


14. We tellers that factarles producthg military eqiipment have buen 
pret facade Carat reget wep erin era 
tilitery equipemen’ ethos rates ab some existing facilities 
have renoreend somewhat from the Jew levels of 180-2900, bed ie 





; extoaph 
in the glentraiiia Reld we bellewe thes ttle or ne headway wes niade in 
” the program: £0 todemiee the equipment of the armed forces, Almost 


i no slyniticunt additions were made to the capscittes of indus 
frien producing conventional anmanienbs, 


22, Tita extinusted that the total avallabllily af petrol products in 
Coranimisk Ghima iy 166% was slightly less han i 1859, the Inet year 
for which tare fs retlable data, bat supplies apparentiy were adequate 
ta mieet the enanflal needs of both Bian and talitery conus, 
though on an pustete basis, Of the total supply, about 70 percent was 
produesd domestically, a comnped with 46 percent ‘tn 1955. Commie 


nist Ching, aa fax en tg known, bes not produced slroyatt facts except. 


a eng gaged Ah pa oe Ths 
Chinese, bowaver, have the capability of producing jab fuel, although 
such production would necessarily ceduce output of other putyoleum 
products, and difficulties with quality peobably would be encountered. 
Ching probably does nat have tte cupabllity to produce high-teat aviation. 
gadolitie and ceriain wigh-qnality jubrieania, 


C. Foreign Trade 


19, The reduction in agrieultural products available for export, the 
deterioration in Ging-Soviet relations, the cutheck in fiveshment, and 
the decline of Industral culput have combined to lower China's tebath 


er oF 


, ‘ae: 





volume of trade and te alter its directlon and compition ebarply. 
‘Total teade in 1062 way have emeoied te ae Wie a9 8 billion, coms 
pared with $4.2 billion in 190. Trade with the USSR declined frome 
Tek of $2) billlon in 1606 tp perkeps as low as $800 miblion by 163, 
imports of petrsieum pioduets, almingt all team the TESH, decitoed from. 
3.2 wiitlen, metric bons in 260% to Le million tons in 108, althongh 
ingests of alrorath fuels and pigh-quelity inoricants in Wea continued 
ot the level af 190], Tha tegime Is moo concmiteatloag om importa of 
focdutuiis and raw tanteriale; machinery and equipment inpavis fell off 
about & peruent hetween 1959 and 1002. Tn November 1908, the Chk 
eee Comimatists concluded a long-term trade agreement wikh Japan 
arid Hnrooghont the year were actively contacting Western suppliers of 
tniustelal producbs, but few dacla of say dhe or baportence huve bean 
concluded a yet, Ching’s foreign exchange position tusined tight in, 
1982, but tha regis managed to mect {by obligations promptly, 

a Trangpentaiion : ; 

14, Es 1908 all forms of treneportation in Commuitist Caine appeared 
to ba opezating ab about the 1962 favel or lower, with the poaitle excep 
Hon of constel shipping, which ts reported to have been nove actlye 
during the lathur part of the year, Although effcleacy and sepactty 
gontinwed to ba hampered by peor adtabsistration, low worker maraid, 


and low-quality fad, and luck of materials for mainteninns, 


tia téanspe ie apparently eupperting the ecomomy with leas: 
ditioulty than in recent pears, largely because deoreaned acoremly eo 
tivity has greatly reduced demands on the system. ‘The impressive 
aarliay program for extending Ching’s trenaportation nebwork, which was 
ahexdonid i the collages of tie “leap forward,” comeained it sheyance 
dung 102. Havept for canstructhon on militarily slgriicant ronda io, 
Vina and Tiket, there was litle construntion during 196% on major 
seiheays aod highways, Production of lecomotivds, frelon) cars, and 
trucks remained ut very iow levels, Malntenance and production 
of xpere parks tae tranaportation equipment probably baproved Little 
af at all. 
E, Edvention ond Selgnce ; ; 

| 2, Te the fal of 100%, the regio drastically curtelied student oneal 
ment ak all lavde end claied auy substemdant schools As & seat, 
some Gxt million figh echool and college-level students were thaw 
ort the alremdy saturated labor market. This has caused great dleap- 
polntment among students and thelr pares. ‘The drastic decision to 
retteneh, wae undewitedhs a dificult one for the reginae to rake; tf wie 
probably teken t avoid «further dininubiey tn tha quality of elucation, 
but it may eventually lead i even grenter diatilusionment and resent 
ranne, 
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1. A comprchensive Lvear plan for eclenes, which was fo have con 
from 1950 through: 1067, has been ak leash rovised and posuibly aban« 
doned, 2n 1062, the regime began to woo the Western-tralned scientists 
who hed been ignoted or suppressed during the “leap forward.” Etim 
phasla is noe being place! upoe quality in sclentifie training and re- 
aterch, and political interferences in the scientific and academic cone 
wnity Host bee meorkedty redaced, The eall for eclentifie support of 
agricultural development cemms to be Incrensing, 


ii, PROSPECTS 


A, Short-Term Prososels 


4, The Chitese Communist leaders seem to hee drown confidence 
trom having weathered the exiveme celaie of te past three years and 
Save etitered 1663 ina mood af ciutions optimiem, However, they for 
cash nd midjor increases in prodietion in 1988, and are hoptuz for an 
“apaarge” in 2ded if all goes well, binging on their success in securing 
trial orope. Thelr foreign trade negotlations also seem pointed Lowands, 
1904; Ubelt tude missiong in; western Hurope have frankly stated that 
they ane exploring: equipment avaligbilitier on which firm tpork de 
cletone will net be token before the fell of 2693, 


18, While only roodest econonik: growth at best ie expected in 1963, 
the gutlonks fox 1964 and 186% is oheeure, ‘The generally depressed age. 
cultural situation still colors tha entire etonomin outlegk, although, 
given average weather, farther moderate agricultural recovery aeems 
likely. The prospects acetate for restoring: industeial crop predue- 
tion, and the resulting tight tadasiry expansion sould fnerease Bodine 
triad oubput by about five percent anmeally in 1de-1966, Bren promter 


” Tneweaties in industetal outpet might be secured if the reglme can re- 


orlent liu focelgn trode to rapport a substantial expanse in gapital 
comatruction, “With an atathetle population, low food shocks, aneettiod 
forelge trade relations, aml heavy forsign debt servica obligations, 1b 
acetts ‘unlikely that Chink cin drganize the domesti: and foreign re 
sourtes for a. capil inevesse in inveatmenk Bob avert withouk incransed - 
investment, grestar utilization of presently idle capacity eauld increase: 
hodasirial ontyat by §~10 peseant», your In 19641065, 


&. Future Ecartamnie Polley 


49, Communist Ching’s economies prospects depend heavily on ¢hathar 
the leadership in Peiping will postpone tts goal of transforming Ching 
inte & modem industrial and milliiey power long enough to insure 9, 
ente margin in agricultural production, A Communist state hes never 
before given first priority to agrivalteral datelipment, Tha leaders 





ta 








heya cockalnly been seeped the eatostrophic failure of the 1908-(0a0 
“Isap forward” ana Wil presumably be extremely chary of risking & 

repetition, The composition of the leadership's top echelon penmadng e2- 
satiety unchanged, however, anid fle record is stich fie} a neburn te 
rodent, politically charged programa cannot be ruled owl. The Hkeli- 
hood of & returt to suet programs wili increase in the longer term if 
progress toward cherished goals appeara to lag, 


#0, In. November 100%, several high-ranking officials, inelindlnug a 
Poiltara aiamisers, were azpalnited he tte Biante Flaming Commissles 
witch suggests that a highdevel tale force hag beth formed to deaw up 
a ‘Third Five-vear Plan. ‘The plan, when and if it appears, ia Ukely ty 
‘te moore of a polliical than = panning dowumenh, for the uncertaintles 
confronting the regime would seem to preclude detailed long-term plan- 
ning. Its goals are likely to.be genéral and quulitative rather than 





apesific, and the regina would prokably view it aa on iovpovtant instr 
rnont for attempting to fewnire confidertcs, unify fhe conmicy, sd gal - 


vation support, 

. . Agricutiora 
Si, Kip weer me tetrad aberrant pins, Medan rar 
elping appears ta ba thinking in terms of am agricultural modernize 


fiom program thet will require 20 ta 26 years, Cextate, cements of this 
program seen, reasonabla and feasible tex expanding farm oulpul, stich 
as the emphases on researeh and extension inellities, promotion of cham- 
teal fertiliser, clectrifieation, and inigution, Other fa mrciaigapne 
calling for rapld mechanization, strengthetied collectivieation, and 

“politics leading economies could lead to adwese effects on farm out- 
put through inflexible mmnagement, lack of pexsant production ineen- 
tives, and a concentration on releasing rural manpower for industry, 


22. Reen if the romecnable alemertta in the leadership prevall, there 
att can be no speeds solution in agriculture. If increased sapolles 
et chemical forlilizer and other inpule are te yleld maximum cegolts, 
they nust be accompanied ny improved. variellea of asods and improved 
facming practices, “Research and extension services (and, above all, 
ihe trained techuicinna to man them) comnot be created overnight, 
nor can they be expected to hear fruit on any stale within lose then 
@ deowie, Farkhermers, 1b remains to fe seen just how much effect 
the renint cteps toward eontrallantion will have on the equetal question 
of peasant incentives, 


D, ineustry 


28. Current ennphaals on industries produciig gonds for seeiiulice 
and for ecrsumens is dey toe cantina for ah Jew the next pear or ao. 
Some branches of hawy industry thet cannot now produce enough to 
meet the requirements of the pelovity eectoee of the econdmy are hey te 





A 
Romina tases © 


* 


Ape wg, 2 ne Egg A 


tie aliocated Increased retieerces for expansion of plant and technical 
tompelenee, ‘Them ave ikely to inotude mining, producers af chemicals 
ind thechinery fiw-agriculiure, producers of xeme cloanieel new to 
terials for Ught industry, and Indueteles thet will help to beeaden 
Chinesa techeislegical capabilities, The letler group of industries will 
be needed to develop a native capabiiliy for produging a wide variely 
ithenge ; not necessarily & large volume) Of attiples machinery and se. 
lected metals aid chemients, which i fora will be needed in the de 
velopradnt of cherlent ferkiiizar industries and the penduotion oF sit 
tet Weapons and guided mission, 


a4, Provgects for resumtng industrial growth are conthigent ai ree | 
covery in agricutiure, Tf agciculturs recovers, even toa level repre- 
senting ieas than the per capita, cutpu’ atbalved In Lon, indusizial or 
duction sowld be pushed rapidly tor a peur or Ge because sila capacity 
exisla in meng induskries, After existing capnelty ie pub to use, how 
ever, growth in indistrial production would alow down if present kode 
which stress variety and quality rather than quentity—are retained, 
Yet if present goals are reversed, agriculture and, a. paputer re 
sponses, Wil gaffer, In any evertt, the slogan of Great 
Britain in 10 to 18 years to total production of baske industrial Hema 
is now dead, Meek te ae ee 
producing 40 million Chi ee 
now be satisHed if it-athined halt that amownt. 











EB, Foreign Trade 


a8. Prospacts for major inereakes in forelgn trade are Lillo pete 
becattia of Peiging heightened desire tor aukiryky, 
suggests that Sind-Saviet trade in, 1965 will continue piper Ae te 
the low level of 100%, Although China plans to turn to the nen-Com- 
Teanist world to replace somie Blos scorces of machinery, auch purchases 

aero will he adlective, Benet bi because of — ene atrin- 





take a tepid wohaup ‘af tadusteial Prinses 

26. Purther disruptive efferta on Ohina’s ecomomy would foie a. 
oomplebe BitweGovlel break, tat the Chinase could reciver from tds 
break if they were willing to pay tte econemfe and polities] ensie of 
inevensing their trade with nem Bioe comnivies, Of tha ited Chinese 
anents ro the Soylut Bloc in 1961 (S700 million), approximately $360. 
#250 million could be scid in non-Blne counteles amd another S170 


milion would represent Chinese debi vepayments to the USSR, ne 





Jonger required. The Chinese could import from noa-Blo: countries - 
ail af the chomioals and metals inperted trent tha deviet Bloc im 1001, 
and nearly all of the machinery and equipment, the POL, and the 


es 





industrial raw materiale. Japan wold reprecnk a complanentary 
teading partner for the Chinese, althitigh Wisters Burope would be 
a keen competitor for the Japanese. Taorge-acale diversion of (hicesa 
trade from Blee to non-Blon cviatiies would involve ioitlal costs te the 
Chinese of developing new markebs for thee expirts and new aqurces 
for their imports, end would requir. costly and Ume-commuming ad- 
-Joaimants to Western specifieations fer mite machinery fmparts. 
Move ieeportant, euch « diversion of trade would place rebtraliits on 
Chines forelgn poltey, including the suherdination of poliiien! goals 
in trade whth Jaren, and the willingriegs to supply technics] date to 
fovetgn. businesamten, to ecoept mon-Hine technidians i Chine, and to 
seed Chiesa personnel outaide the Bloc for training. 


Rt. The oatlook for tude with Jagan i obscure, in apite af the 
tigning of a long-term trade agieenient in Movember 1062, Japan eould 
te a highly profitable market jor low-price, bulky tatnerals auch aa 
galt, mugneslis, coal, and ina ore that ara band for China to sel else 
Where, But errs and urstabte political telitions have Mecouraged 
potential Japanese industtia’ users from regarding Gombe Ching 
iia & eouree for large quantities of such products, Nevertheless, Sino- 
- Japenese trade hes been wising slowly and may contitce to expand, 

28, Palping would fo ey wih to reserve a substantial amount of 

exchenge fox future gritin porcheses during 1903-146, bot 

during this pariod Pelping fo obligated to Uguldate a Soviet irade debt 
af about $500 sulilion, and te jay neariy oop $500 volition on cub 
' standing grain credita and om esdsting food gunthaxe commitments, 
Thess fyures suggest Little margin for an inerenss in fnaparis, 


f, Edycation wad Sclenog 

20. Albhangh it hes dene mich to correct dercaging acemes in the 
falda of education ned selende, the regime now facea the dleult sand. 
detienta task of slretching tha iimited resebro of the iotellesttial com 


cnyunlty to achieve immediate production resulteim such Belds ae the 
teechantzation of ugeiullure amd the modernization at weapons, Ab the 





same Hime teakiing aad develomment programa of suificient depth and © 


seope mush be widarkiken to overcome China's backwardues pores & 
wide range of disciplines. Communist China fat isolated lteelf from 
much current selentifie devilopment throughout the rest of the workd, 
except indirectly through elentifie journals. 

30, Communist Qidns's esearch and develapmest affork stl suffers 
from = very uettival shortage of sclentife axl techinival manpower in 
the upper levels of competence end experianes, Abnoet 2g otitical is 
the shortage of experlenonl sclentlets capatie of ledlependent research 
bub with abilities below Hiows of the tap rank; biese ate the rao whe 
form the main body of researchers in m mature atientliie community, 
On the other hand, Chine is much bebber supplied with peceons treinert 


22 








Bet 


aa technicions avd highly aueciatived ongineers, China had a grep 

need for sich types and has weed them in providing tectnlesl pea 
is the evonemy, gactleolarly in engineering development werk afmeed 
at adapting forelgn designs amd p* essex bo conditions i China, 


31. The total number of vollege graduates hy iteelf ia impremive— . 
over ane million, with nearly d00000 In etientific end technical felds, 
incl ing medicine and poliiic health. ‘These figures in themselves, 
however, are nat trae indicators of China's research and development 
capubliities bacaise the average. quality of the graduates ia mot high. 
Communiat China is belloved te have some 2,000 te 3,000 highly quall- 
fied. scientists in fesearch and development. Among the sclentifig Iead- 
its and fhe main body of experianced sclentists and teuhnclogists, thave 
eitishe a weet degree of commatence in practically alt acientifie and 
eneinesring Helda, The reghos thus hos bie resources to assemble a 
team. of researchers cumpelnat fo athack almest any dbjentiva, bub not 
enough bo man many teats offectively ab the game firae, 


. 38. The regime's new attikude toward research and training ts prob- 
inlay oroducing an Improved environment for research and developmant 
and should petmit reasonably effective sclentifie and techn 
port during the next few years, 


G. Population 


53, Regardless of what approach the Chiness Communisty may take 
fa economic recovery in the next five years, thus pondlation pressure on 
food teawurces wil continue to be a malor underlying proklem. ‘The 
rate of population growth avacaged an cslimated 2.4 parent from 1063 
though LOR, stowed down bo 13 4o 2.0 percent in recent years, aod 
prdbably will ties if ayetage diets improve. Marxist doctrine would 
taake it wakowerd for five regio bo push an allied birth eontesd gem 
paige. Ever if this were nob ao, Pelping may feel if could do litle to 
control the birth rate effectively, especially in rural areau where social 
beliefs are hard fo ehunge and medical services ave poor, Since the 
spring of 126%, « low-key campaign has buen conducted in urban areas 
to encourage Inte maerlayes and family plarinine, bub this poliey will 
ay only @ négiigible effect cm the natfonal birth rate within the next 

iB, 
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